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Preface

The procedures outlined herein are intended to be helpful in leading the
independent certified public accountant to an expression of an informed
opinion on the financial statements of a broker or dealer in securities or
commodities. The usual examination includes a review of the procedures
for the safeguarding of securities of customers.
Substantially all brokers or dealers in securities are subject to regulation
under the Securities Exchange Act of 1934. Those that are members of
securities or commodities exchanges are also subject to regulation by such
exchanges. Regulations for independent audits of financial statements of
such firms have been prescribed by several jurisdictional agencies. These
regulations take into consideration the particular hazards inherent in the
nature of a brokerage concern’s operations and in the type of internal
control usually present. For all practical purposes, the examination of a
broker or dealer in securities must conform to these regulations and,
accordingly, this booklet includes the prescribed procedures.
In other respects, however, this booklet is only a guide in determining
the scope of the work for each individual audit. It is not intended to limit
or supplant individual judgment, initiative, imagination, and vigilance.
The program for each audit should be designed to meet the requirements
of the particular situation, giving careful consideration to the size and
type of organization and the adequacy of the system of internal control;
this is a matter which can be determined only by the exercise of profes
sional judgment in the light of circumstances present in a particular case.
Ordinarily the auditor’s report will state that the examination was made in
accordance with generally accepted auditing standards,1 and accordingly,
included such tests of the accounting records and such other auditing
procedures2 as were considered necessary in the circumstances.
1 See Generally Accepted Auditing Standards, published by the American Institute
of Accountants in 1954.
2 See Codification of Statements on Auditing Procedure, published by the American
Institute of Accountants in 1951.
5
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From the point of view of protection of the proprietors and of the public,
emphasis also should continue to be placed upon satisfactory fidelity bond
ing or other insurance, in addition to adequate internal control, since it
must be recognized that an examination by an independent certified public
accountant is not a substitute for these protections and cannot be relied
upon to disclose defalcations and other similar irregularities, although their
discovery frequently results.
Committee on Auditing Procedure
September, 1956

COMMITTEE ON AUDITING PROCEDURE (1955-56)
D o n a ld J. B e v is , Chairman
H o r a c e G. B a r d e n
S te p h e n C han
M a lc o lm M. D e v o r e
H a r r y C. G r u m p e lt
B . F . J a c k so n
R. A. L i l e
J o h n C. M a r t in
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Section I— General
INTRODUCTION
A brokerage concern engages in two principal activities. It buys and sells
securities or commodities either in behalf of customers or for its own
account. Purchases and sales in behalf of customers constitute the brokerage
function and are referred to as commission transactions. Whereas the
brokerage concern is acting as an agent for its customers in commission
transactions, it trades as a principal when it purchases or sells securities
for its own account.
In addition to these major activities, a brokerage concern may under
write or participate in a group that is underwriting new issues of securities.
It may assist in the private placement of securities and it may offer invest
ment advisory services. These collateral activities have, for many brokers
and dealers, increased in importance in recent years.
BROKERAGE TRANSACTIONS
Transactions la Listed Securities

A typical securities transaction is one based on a letter or telephone call
or other form of communication to a partner or registered representative
(customers’ man) of the brokerage concern from a customer who has
previously opened an account with the concern. The customer requests that
a designated quantity of a named security be bought or sold for his account.
If the brokerage concern is a member of the exchange where the security
is traded, the customer’s order is telephoned, or otherwise communicated,
to its clerk who is stationed at the exchange. The clerk then conveys the
order, for execution, to the concern’s representative on the floor of the ex
change. After the order is executed, the pertinent details of the transaction,
such as the price, the name of the brokerage concern with which the trans
action was made, and other information, are reported back to the office of
the brokerage concern, from where a confirmation of the order is promptly
sent to the customer. A brokerage concern may, of course, execute a
security transaction in behalf of one of its customers through another
brokerage concern which is a member of the exchange where the security
is traded.
As soon as the transaction has been executed at the exchange, its terms
are binding on all parties, even though the securities are yet to be delivered
and the cash settlement is yet to be made. For a brokerage concern which
is a member of the exchange the actual delivery of securities and the relat
ed cash settlement with other brokers is made through the clearing organi
zation, if any, connected with the exchange. As to member concerns, there
7
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fore, offsetting transactions are balanced out by the clearing house and a
net settlement is made.
For every transaction completed through an exchange, there is both an
execution or trade date, and a settlement date ordinarily four business days
after the execution date.
Transactions in "Odd-Lots” and Unlisted Securities

If the customer’s order is for a quantity which is less than the trading
unit (as to stock, usually 100 shares) specified by the exchange, the trans
action is executed and settled directly with the odd-lot dealer.
A customer’s order involving an unlisted security is filled by locating,
and entering into a transaction with, another brokerage concern that can
make the security available. Such transactions are executed and settled
directly between the brokerage concerns on an over-the-counter basis. In
such a case, too, unless specifically agreed otherwise, there is a time lag
between trade and settlement dates.
At times, usually in the case of new issues and unlisted securities, the
brokerage concern may act for its own account in a purchase or sale trans
action with a customer or with another brokerage concern. On this type of
transaction there is, of course, no commission, but, instead, a profit or loss
on the purchase and sale, the amount of which depends upon the relation
ship between the cost and selling price.
Commissions

Commissions are charged to customers for all transactions completed for
their account. The stock exchanges establish commission rates to be
charged by member concerns for transactions completed through the ex
changes. Commissions on over-the-counter transactions are generally
charged at rates the same as those established by the exchange of which the
concern is a member.
Cash Transactions

Cash transactions, such as those described in the foregoing paragraphs,
are expected to be settled for within a period established by the brokerage
concern, the length of which, however, must be within the limits estab
lished by the Board of Governors of the Federal Reserve System.
Margin Transactions

Margin transactions are purchases and sales of securities by customers
on other than the regular cash settlement terms. A purchase on margin re
quires a deposit to be made by the customer with the brokerage concern to
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protect the concern against loss in case the customer is unable to complete
payment for the securities. These deposits must be in accordance with the re
quirements established by the Board of Governors of the Federal Reserve
System. The brokerage concern actually buys the securities ordered by the
customer and borrows, if necessary, the additional funds from a bank to
make payment, and in doing so, pledges the securities as collateral against
the loan. The brokerage concern has, in such circumstances, a receivable
from the customer. The indebtedness is protected by the customer’s margin
deposit and the securities which are held as collateral. It also has a loan pay
able to the bank which loan is collateralized by the deposit of the securities.
Since the purpose of requiring a margin deposit is to protect the broker
age concern against any loss that might arise if the customer should not
complete payment for the security purchased for his account, it may be
necessary, if the market price of the security should decline, to request the
customer to make an additional margin deposit. If the customer does not
make such a deposit, it may be necessary to sell the security. The margin
(credit) department of the brokerage concern makes a continuing review of
all margin accounts to see that the required relationship is maintained be
tween the money balance of the customer’s account and the market value
of the securities. In some instances, other securities are accepted up to their
loan value as margin in lieu of cash.
Customers’ Positions

A customer has a long position with a brokerage concern if he owns
securities held by the concern for his account.
A customer has a short position if, in anticipation of a lower market
price, he sells a security which he does not have, expecting to purchase it at
a later date. The brokerage concern that handles this transaction for him
must, however, deliver the securities to the purchasing brokerage concern
on the settlement date, and may have to borrow the securities from another
brokerage concern to do so. A cash deposit equivalent to the market value
of the securities is made with the lender and frequently a fee is paid for
each day the shares are on loan. The borrowing and lending of shares are
ordinarily transactions between brokerage concerns. The customer, as to the
securities sold in his behalf, has a short position with the brokerage concern,
that is, he has an obligation to deliver the securities.
If a customer who is in a short position is unable to deliver securities at
the time when the brokerage concern must return the borrowed securities to
the lender, the borrowing brokerage concern must purchase the securities
and may have to do so at a price which is higher than the original sales
price. To protect itself against any loss that might otherwise be sustained,
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the brokerage concern holds the proceeds of the short sale and further re
quires a margin deposit from the customer to protect itself against any
increase in market price. The concern will show as a credit balance in the
customer’s account the sum of the proceeds of the sale and the margin
deposit. The difference between the current market value of the stock sold
short and the ledger balance of the customer’s account is the customer’s
equity or deficit as the case may be.
Fail Transactions

The lag between the trade date and the settlement date, which is defined
either by the exchange through which the transaction was executed or, as to
unlisted securities, by the terms of agreement between the brokerage con
cerns, is necessary to allow for an orderly settlement of the transaction,
including delivery of the securities. There are circumstances, however, be
cause of delays occasioned by geographical factors or matters of putting the
securities into negotiable form, in which the securities are not on hand on
the settlement date in form for delivery. A majority of all transactions is
completed by the settlement date, although transactions not so completed
are not uncommon.
Transactions that are not completed by the settlement date are known as
fails—the selling broker failed to deliver and the purchasing broker failed
to receive. It is the preferred practice to record such fails in the ledger
accounts on the settlement date; this practice is generally required by
jurisdictional agencies.
Cage Operations

As indicated previously, transactions conducted through a clearing house
are on a cash basis; receipts of securities are balanced immediately by cash
disbursements, and deliveries of securities by cash receipts. Similarly, trans
actions with other brokerage concerns on an over-the-counter basis are
settled with cash. Settlement with the clearing house is made daily; settle
ment with another broker is made when the transaction is completed. These
transactions, the receipt and delivery of securities and the related cash
transactions, center in the cashier’s office, commonly called the cage. The
cage is also responsible for the segregation of paid-for securities on instruc
tions from the margin department and for the safekeeping of all securities
received by the brokerage concern. Checks for over-the-counter purchases
and clearing-house settlements are issued by the cashier, and all cash re
ceipts are received, recorded, and deposited as a part of the cashier’s duties.
The original entries of cash receipts and disbursements and the source
documents for entries on the securities position record are prepared in the
cage.
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Commodity Transactions

Transactions in commodities for the account of customers generally con
cern futures contracts. A futures contract is an agreement to buy or sell a
definite quantity of a specified commodity of a certain grade at some later
time. On the date specified in the futures contract, settlement generally is
made by an offsetting futures contract. A spot transaction, on the other
hand, involves the delivery of the commodity, which, in the usual case, is
purchased after examining a sample. Most commodity dealers and many
processors have their own representatives on the floor of the exchange to
enter into futures transactions. Customers of a brokerage concern are
generally not interested in making or accepting delivery of the commodity
itself; instead, they wish to trade in futures contracts only.
When a customer places an order for a futures contract with a brokerage
concern, he is required to make a margin deposit to protect the broker in
the event of the inability of the customer to complete the contract. The
amount of the margin deposit is credited to the customer’s account. Addi
tional margin deposits may be required, if the price of the commodity fluc
tuates adversely to the customer’s financial interest. Commodity exchange
rules require that in addition to the general guaranty funds the brokerage
concern must make a margin deposit with the clearing association of the
exchange to insure fulfillment of the transaction.
A brokerage concern actually deals with a clearing association when it
buys and sells futures contracts for the account of its customers. According
to commodity exchange rules, the clearing association substitutes for the
other brokerage concern that is a party to the transaction. As a result, off
setting transactions entered into by the same brokerage concern are im
mediately balanced against one another by the clearing house.
The commodity exchange usually establishes at the close of business each
day a settlement price to which all contracts are to be adjusted, that is,
marked-to-the-market. Each day, all open contracts are listed, together
with the quantity, contract price, and settlement price. The net difference is
determined, after considering the nature of the individual variations, and is
settled in cash with the clearing house each day. The brokerage concern
records the amount of the daily settlements in contract difference accounts
from which gains and losses are transferred to the customers’ accounts
when final settlements are made.
The brokerage concern notifies the customer of the date for completing
the futures contract, as it nears, so that the customer can complete the
transaction, generally with an offsetting futures contract. When a round turn
(offsetting purchase and sale) has been completed for the customer, the
gain or loss can be determined and recorded in the customer’s account.
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Other Activities

Certain other operations of a brokerage concern are of special interest to
an auditor because they may result in contingent liabilities. Some of these
are discussed in the other paragraphs of this section.
Commodity transactions on a spot or cash basis frequently are not exe
cuted or completed through an exchange and therefore do not appear on
clearing-house settlement sheets. If such a transaction calls for forward or
postponed delivery the effect is the same as a futures contract in that there
is an obligation to complete the transaction. Because cash settlement is not
required until delivery of the commodity takes place, the transaction may
not be recorded, for ledger purposes, until that time, even though changed
market conditions indicate that a loss will be incurred. In such instances
margin deposits may be required.
Underwriting agreements and commitments to buy securities on a whenissued basis have much the same effect. They may, however, require either
margin or good-faith deposits, the record of which will put the auditor on
notice of the existence of such agreements and commitments.
Option agreements to enter into security transactions give the purchaser
of the option the choice of exercising it or of permitting it to lapse. Mani
festly, the option will be exercised if the course of the market makes such
action advantageous. Thus, the seller of an option has an obligation to de
liver or to receive the specified securities, as the case may be. The brokerage
concern that endorses such option contracts for its customers has a contin
gent liability to complete the transaction if the customer fails to do so. The
terms put, call, straddle, and spread are customarily used to describe the
various types of option contracts. A put is an option to deliver shares of a
given security at a specified price. A call is an option to receive shares at a
specified price. Straddles and spreads are options which give the holder the
right either to receive or to deliver within a limited period. A straddle and a
spread include, in each case, both a put and a call. The price specified in a
straddle is the same for both the put and the call. A spread specifies a price
below the current market quotation for the put and above the current mar
ket value for the call. Transactions involving options or privileges are made
between brokerage concerns outside the scope of the exchange and clearing
house activities. Margin deposits, however, are required under the rules of
various exchanges on options which are issued or endorsed by a brokerage
concern for account of its customers.
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ACCOUNTING RECORDS
Mention is made here of the principal accounting records usually main
tained by a brokerage concern. There may, of course, be variations among
concerns, as to the specific form of these records or their separate identity,
depending upon differences in the significance of various types of operations.
Generally the records must meet the requirements of Rule X-17A-3 of the
Securities and Exchange Commission.
Blotter Records

All transactions in securities are recorded in the “blotters,” or on in
dividual units which are the equivalent of such blotters. Entries for pur
chases and sales are made under the trade date from memoranda of execut
ed transactions. Customarily, such entries are not posted to the general
ledger, customers’ ledgers and securities records until the settlement date.
After all purchase and sale transactions have been entered, the blotters
(or individual units) are forwarded to the cage for the entry on the appro
priate settlement date of all transactions affecting cash, and for balancing.
After balancing, the details of securities transactions are posted to the
securities record.
The blotters (units) are a combination book of original entry for trans
actions with customers and other brokerage concerns, and for cash receipts
and disbursements, and a record of securities received and delivered.
Securities Record

The securities record (or positions record) contains a separate sheet for
each security traded in by the broker. The sheet shows separately the long
positions and the short positions in the particular security. A long position
indicates ownership of the security or the right to possession, and since the
brokerage concern in most cases holds the security for someone else, the
positions sheet shows the name of each owner of the security for whom the
concern is holding shares. These may be customers, brokerage concerns to
or through which a sale of securities but not delivery has been made, brok
erage concerns from which securities have been borrowed, or the concern
itself if it has purchased securities for its own account.
Short positions, which indicate the locations of the securities to be ac
counted for, are shown in a separate section of the securities sheet. A short
position implies either the location of the securities or the responsibility to
deliver them. Because long and short refer to two aspects of the same thing,
that is, the ownership of the securities and their locations, the long and
short sides of the securities sheet must balance (just as debits and credits
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in ordinary bookkeeping must balance). Every security owned or held by
the concern must be accounted for as being in such locations as the active
box, in the safekeeping or segregated box, out with a transfer agent, in tran
sit between offices of the concern, loaned to another brokerage concern,
failed to be received from a broker from or through whom the security was
purchased, held by a bank as collateral to a loan, or as being due from cus
tomers who have sold short. Some of these classifications are described
more fully in Section II.
The net changes, effected by transactions during the day in the positions
for each security, are posted to the securities record from the blotters record
by use of a take-off or proof sheet, which sheet shows the net balance for
each position (owner or location) for the day.
Transfer Record

To furnish control over the considerable quantity of securities that must
be sent to transfer agents for purposes of changing the record of ownership,
a copy of every transmittal notice (with instructions) sent to the transfer
agent along with the stock or bond certificate is filed as a part of the transfer
record. As new certificates are received from the transfer agent, the trans
mittal-notice copy is moved from the transfer record to a completed file.
The transfer record, therefore, indicates the securities in process of transfer
at any time.
Collateral and Loan Record

This is a subsidiary record of loans payable and it shows pertinent details
as to each loan, including a listing of the securities pledged as collateral.
Failed-to-Recelve Record

The cage prepares a ticket for each security on the purchases blotter that
was not received on the settlement date. These, or other similarly-purposed
records, filed alphabetically by securities, constitute the failed-to-receive
record, supporting the general ledger control account. When the securities
are received and payment is made therefor, the applicable ticket is re
moved from the file.
Failed-to-Deliver, Securities Borrowed and Loan Records

These records, maintained in much the same manner as the failed-toreceive record, support the respective general ledger control accounts.
Record of Securities In Segregation

Securities that have been paid for by customers, or which represent
excess collateral contained in margin accounts, must be segregated, that
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is, kept apart from any other securities. Ordinarily, the margin department
prepares a ticket advising the cage of paid-for securities. After the cage
segregates the securities, the tickets are used to furnish details as to owner
ship of such securities.
Customers' Ledger, Security Accounts

The account for each customer must be kept in both money and
securities.
Dividend Record

Dividends declared on shares of stock held by a brokerage concern for
others, although the stock certificates are registered in the name of the
brokerage concern, belong to the owners of the stock. The concern collects
such dividends for its customers and credits their accounts with the pro
ceeds. The dividend sheet, ordinarily prepared separately for each dividend
declaration, shows the long and short positions in the security by customers
as indicated in the security record on the dividend record date. The divi
dend sheet, thus prepared, becomes a reconcilement of the dollar amount
due to customers and brokers for whom the concern is holding securities
(long positions) and the sum of amounts due from persons who are hold
ing securities for the concern (short positions) with the amount due from
the dividend-paying company for shares actually held and on hand.
Interest Sheets

Customarily, brokerage concerns charge their customers with interest on
unpaid balances. An interest sheet is prepared monthly for each customer’s
security account that had a debit balance at some time during the month. It
becomes the basis for computing the amounts to be taken into interest in
come by charges to customers’ accounts. In some instances, interest is
credited on customers’ funds held for investment.
Margin Department Records

Ordinarily, a card-type file is kept up to date by the margin department
to permit easy determination of the position of customers who have pur
chased or sold short securities on margin. The card for each customer shows
the market value of the securities, the money balance of the account, the
securities segregated, any outstanding margin calls, any guarantees, and the
customer’s equity.
Commodities Contract Book

Since futures contracts are agreements to buy and sell, rather than pur
chases and sales, no general-ledger record is made at the time of entering
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into such transactions. However, a chronological memorandum record of all
purchases and sales of futures contracts is necessary for accounting control
purposes; the commodities contract book furnishes such a record. When
contracts are completed by offsetting purchases or sales, an accountpurchases-and-sales form is prepared and sent to the customer and the cor
responding entry is made in the commodities contract book.
Commodity Blotter

As round turns are completed, the corresponding entries are made in the
commodity blotter, which is actually a register of account purchases and
sales. Such entries show the resulting gain or loss to the customer.
Customers’ Ledger, Commodity Accounts

Accounts for each customer dealing in commodities and accounts with
carrying brokers are kept in the commodity ledger. Completed transactions
are posted daily, both as to money and contracts, to this ledger from
the regular blotter record of cash receipts and disbursements and, as to
gains and losses and commissions, postings are made daily from the com
modity blotter.
Open Contract Position Record

This record is maintained separately as the basis of up-to-date informa
tion concerning the brokerage concern’s position in each commodity in
which it deals. It shows an up-to-date balancing of futures contracts by
customers with the net position with the carrying broker or with the clear
ing association.
General Ledger

The general ledger of a brokerage concern is not ordinarily different, as
to form and principal purpose, from the general ledger of any other business
concern.
GENERAL LEDGER ACCOUNTS
General

Understanding of the audit procedures, their purposes, and the various
account interrelationships may be facilitated if such procedures are consid
ered within the framework of the general-ledger accounts that may have
balances on the audit date. Accordingly, a listing of such accounts is pre
sented in this subsection. The nature and relative significance of various
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types of brokerage transactions largely determines the need for particular
accounts. All of the account titles listed may not be in the general ledger of
any given brokerage concern, and the general ledger of another concern
may include accounts not shown in the list.
Assets

Cash in banks, general funds
Petty cash
Cash in transit
Cash in banks, segregated:
Pursuant to commodity exchange requirements
Commodity funds
Commodity margins:
Regulated commodities
Non-regulated commodities
Guaranty funds, deposits and contributions to clearing asso
ciation
Deposits with clearing association, account of intermediate
clearance
Good-faith deposits
Settlement balances receivable:
Regulated commodities
Non-regulated commodities
Failed to deliver
Securities borrowed
Accounts receivable, securities shipped draft attached
Brokers’ accounts:
Securities:
Customers’ transactions
Firm and partners’ transactions
Regulated commodities:
Customers’ transactions
Firm and partners’ transactions
Non-regulated commodities:
Customers’ transactions
Firm and partners’ transactions
Customers’ accounts:
Securities
Regulated commodities
Non-regulated commodities
Spot commodities
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Assets (continued)

Joint trading accounts
Margin deposits, joint trading accounts
Firm margin, joint accounts with other firms
Error accounts
Firm accounts:
Investment securities
Trading, securities
Trading, commodities futures
Trading, cash commodities
Syndicate managed by other firms
Syndicate managers’ accounts
Margin deposits, syndicates
Commissions due from brokers
Exchange membership
Clearing association stock
Difference accounts, commodities
Dividends receivable
Dividends receivable, firm securities
Accrued interest receivable, firm securities
Advances to employees
Furniture and equipment
Leasehold improvements
Accrued commissions receivable
Miscellaneous receivables
Prepaid expenses
Tax-stamp inventory
Suspense account
L iabilities and Capital

Money borrowed:
Collateralized by customers’ securities
Collateralized by firm or partners’ securities
Failed to receive
Securities loaned:
Customers’ securities
Firm and partners’ securities
Payable to customers account of intermediate clearance
Settlement balances payable:
Regulated commodities
Non-regulated commodities
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Liabilities and Capital (continued)

Coupon accounts payable
Dividend accounts payable
Syndicate accounts payable
Miscellaneous accounts payable
Vouchers payable
Commissions payable
Brokerage payable
Dividend taxes withheld
Social security taxes withheld
Federal income taxes withheld
Accrued commissions
Accrued payroll
Accrued property taxes
Accrued expenses, miscellaneous
Allowances for depreciation
Allowances for bad debts
Partners’ accounts:
Securities
Commodity futures
Personal and drawing
Capital
Undistributed profit and loss
Incom e

Commissions:
Securities
Commodities
Interest income:
Customers’ accounts
Firm’s securities
Dividend income
Gains and losses from:
U. S. Government and municipal obligations
Trading accounts:
Securities
Futures commodities
Spot commodities
Joint accounts
Other
Error accounts
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Income (continued)

Securities investments
Underwriting and syndicate clearance
Service charges
Other income
* D eductions from Related Incom e Credits

Brokerage paid
Commissions paid, securities
Commissions paid, commodities
Split commissions paid
Expenses

Advertising
Auditing and legal fees
Bad debts
Charitable contributions
Clearing charges
Club dues
Entertainment
Exchange dues and assessments
Insurance
Interest paid:
Banks
Capital accounts
Customers
Partners’ individual accounts
Leasehold amortization
Licenses and taxes
Payroll taxes
Provisions for depreciation
Shipping and postage
Subscriptions and publications
Rent and light
Rental of equipment
Repairs and maintenance
Salaries
Stationery and supplies
Statistical and research
* May also be included under expenses.
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Expenses (continued)

Sundries
Telegrams and cables
Telephone
Tickers and teleregister
Transfer taxes
Travel expense
Wire service
The account titles used in this listing are not being recommended for use
to the total exclusion of all other titles. There are many acceptable varia
tions both in account titles and in sequence of listing.

Section II— Scope of Examination
General

The scope of the examination must be determined by the independent
certified public accountant, based upon his judgment of the effectiveness
of internal control in a particular case and upon the minimum auditing
procedures prescribed by jurisdictional agencies.
The purposes of the system of internal control are, for a brokerage con
cern, much the same as for any other business concern. Such a system is
intended to safeguard the securities of customers and the assets of the own
ers of the concern and to minimize both the number and significance of any
clerical inaccuracies in the accounting records. Cash, securities, and other
evidences of readily transferable rights are the principal assets of a broker
age concern. The handling of securities of customers and the assets of
the concern, their receipt, custody, and transfer, are the principal matters
intended to be brought under protective control. The extent to which it is
possible to develop effective internal control over these and other similar
matters, manifestly, will depend upon the size of the concern and the
quality of its personnel.
The audit procedures should be sufficiently extensive in scope to furnish a
satisfactory examination of the statement of financial condition of the typi
cal brokerage concern. In those cases where only a few employees attend to
all duties involved in receiving and disbursing cash, in handling securities,
and in keeping the accounting records, the auditor may find it necessary to
extend the scope of his examination beyond the procedures set forth in
this booklet. There may be cases, too, where the large size of the concern
has permitted extensive separation of employees’ duties. In such a case,
the auditor may find it possible to base his examination on procedures,
including record testing, somewhat less extensive than those outlined herein.
Preliminary Study

As mentioned previously, the auditing procedures outlined herein are
illustrative only and should not be viewed as adequate to fulfill the com
plete requirements of an audit leading to an unqualified opinion in every
examination of a brokerage concern. The auditor must, of necessity, design
the scope of his examination in such a way as to satisfy himself that it
conforms with generally accepted auditing standards.
The extent of the examination of the system of internal control at branch
offices would be dependent upon the volume of transactions handled by the
branch office and the degree of control exercised by the home office.
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For maximum effectiveness the auditor should begin his examination at
a time which is unannounced to anyone associated with the brokerage
concern.
Based upon a previous study of the physical layout of the brokerage
concern’s offices, the organization of employees’ duties and other similar
factors, the auditor should have made advance arrangements to have avail
able an adequate number of staff accountants to assure immediate and con
current control and an expeditious count and inspection of all cash, securi
ties, and other transferable evidences of ownership.
Based also upon the previous study of the storage and safekeeping
facilities available to the brokerage concern, the auditor should have made
advance plans to have available for use at the time he begins the examina
tion seals, tapes, collars, locks, or whatever other devices are necessary to
maintain physical control over cash and securities.
Securities in Physical Possession

Securities in physical possession may fall into several classes, depending
upon the stage of the transaction with the customer, the characteristics of
the customer’s account, and other factors. Such securities are ordinarily
placed in boxes, or cabinets, or other storage devices. Apart from any
physical form that such devices may have today, the custom persists of
referring to any given class of securities in physical possession as being
identified with a particular type of “Box,” as follows:
Active or Free Box

Includes securities which are:
Pledgeable because credit has been extended to the customer for
securities purchased for his account.
Awaiting delivery to other brokers or dealers under failed to de
liver, delayed delivery, and other similar open contracts.
Awaiting delivery to customers on sales contracts which have been
consummated except for collection from the customer.
Owned by the brokerage concern or, in the case of a partnership, by
its general partners who have agreed that such securities are to
be included in partnership property.
Safekeeping Box

Includes securities which have been paid for in full by customers and
which are held for their accounts, usually at their request or pending
receipt of instructions to make delivery either to them or to some
other person, such as a trust company, or to cover subsequent sales.
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Segregated Box

Consists of securities which are similar in all respects to those de
scribed as being in the safekeeping box, except that they relate to
customers’ margin accounts and have a value which exceeds the
margin requirement.
“Name of" Box

Includes securities which are held in the name of the customer. They
are not negotiable and therefore are not available for margin pur
poses, or for delivery in connection with sales until an endorsement
is affixed or a power to transfer is received.
Some brokerage concerns may recognize additional classes of securities.
There may be, for example, separate boxes for securities held for invest
ment, securities held for trading purposes, securities held for the individual
proprietor, and in the case of a partnership, securities held for its general
partners.
In addition, many brokerage concerns have adopted the practice of
maintaining only separate records for securities which are registered in the
names of customers who have paid in full for their securities. Pertinent in
formation concerning such securities is entered in a card file or some
other similar record instead of in the regular stock record.
Securities Inspection

All securities and other transferable evidences of ownership on hand
should be inspected as of the audit date.
Control of these assets should be maintained until the inspection and
count are completed and the results are compared with the records. If
time does not permit to maintain physical control over all assets, any un
checked items should be recounted before releasing control.
All securities received while the count and inspection are in progress
should be segregated from the assets under audit control. The auditor
should prepare a list of securities which are removed from audit control to
permit delivery.
The inspection of the securities should include positive identification of
the classes or series of stocks and bonds. Stock certificates should be ex
amined to identify the stock by classes, such as, Class A or B common
stock, preferred stock, prior preference stock, and “old” or “new” stock.
The interest rate, maturity date, and series or class of bond should be noted.
Any differences between the physical count and the records, as to either
quantity or identification, should be discussed with a responsible official
of the concern, who should, before control is released, concur in the differ
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ences. These differences should be investigated and adjusted under the
direction of the auditor before the completion of the examination.
Securities in for Transfer, Exchange, or Redemption

The brokerage concern, particularly one which engages in a large num
ber of transactions, probably will have a separate department or division to
handle securities which are awaiting transfer, exchange, or redemption. The
basic procedures for handling such securities, however, are the same in all
brokerage concerns and do not vary materially with the size of the broker
age concern or its plan of organization. Securities in this class consist of
the following:
Securities on hand pending preparation of instructions for transfer of
title, exchange, or redemption.
Securities on hand awaiting processing for delivery or routing to
securities boxes.
Securities on hand which are not in completely negotiable form be
cause of the absence of legal documents, such as those necessary to
qualify one to act as an executor, administrator, or guardian, or in
some other similar capacity. These securities are frequently re
ferred to as legal securities.
Securities which have been delivered to local transfer agents for trans
fer of title, exchange or redemption and for which window tickets or
receipts are held.
Securities which have been sent to out-of-town transfer agents or the
corporate issuers for transfer of title, exchange or redemption.
Copies of transmittal correspondence should be available for in
spection.
Securities which are receivable from other brokerage concerns that
have initiated a transfer-of-title procedure. Such securities consist
principally of a portion of the shares that had been covered by a
single stock certificate.
Securities in the first three of the foregoing groups should be counted
and inspected in the same manner as the securities in any other box.
Window tickets or receipts which evidence the delivery of securities to
local transfer agents should be controlled and should furnish the basis of
accounting for such securities until such time as the securities or, in the
case of redemptions, the proceeds are received. Audit control of such
securities ordinarily requires that the auditor should accompany the runner
who takes delivery of the securities from the clearing house or transfer
agent. The location of securities which are not inspected in this manner
should be confirmed by direct correspondence with the transfer agent.
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The location of the securities described in the last two of the foregoing
groups should be confirmed by direct correspondence with the transfer
agents, the corporate issuers, or the brokerage concern as the case may be.
Circumstances of internal control may be such as to permit, as an
alternative procedure, a combination of direct confirmation and inspection
of incoming mail. Securities received in the incoming mail for a few days
following the audit date should be traced to the record of securities sent to
transfer agents, and any securities not inspected by such a method should
then be confirmed by direct correspondence with the transfer agents. The
dates appearing on stock certificates which are received within a few days
following the audit date should be noted. Such information will be helpful
to the auditor in satisfying himself that securities indicated to have been
delivered or transmitted for transfer purposes were not actually on hand
as of the audit date.
Securities Held by Branch Offices

Ordinarily, securities held by a branch office of the brokerage concern
should be inspected in the same manner as those held at the main office,
and simultaneously with the inspection at the main office. Only if such
security holdings are small, may it be appropriate to request that all securi
ties on hand at the branch office at the audit date be submitted to a bank
for inspection and for listing in detail in a written communication to the
auditor. Where this procedure is used, banks should be asked to hold se
curities overnight to reduce possibility that such securities may be collateral
to unauthorized bank loans. As an alternative procedure, when the holdings
are small, the branch office may be requested to send by registered mail to
the head office of the brokerage concern all securities on hand in order that
they may be counted and inspected by the auditor.
Securities in Transit between Offices

Descriptions and quantities of all securities which were transmitted to
other offices during a period of several days immediately preceding the
audit date should be noted and used in the reconcilement and accounting
for securities in transit. Securities received from other offices during a
period of several days following the audit date should be checked with the
record of pre-audit-date shipments. Identification of securities by certificate
number facilitates the audit of securities in transit.
If application of these procedures in a given case is impracticable, copies
of receipt forms, correspondence, and any other pertinent evidence should
be examined to the extent necessary to confirm that the securities actually
were in transit on the audit date.
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Money Borrowed on Securities

The individual loans making up the amount borrowed on the pledge of
securities should be confirmed by direct communication with the lender.
The written requests for confirmation should be mailed promptly after the
audit date and should identify the liability by indicating the date and
amount of the loan, its maturity date, the description and quantity of the
securities pledged as collateral, and any other pertinent information. The
lenders should also be requested to notify the auditor of any other loans
not specified in the confirmation requests.
Securities Borrowed and Securities Loaned

It is the general practice of brokerage concerns to borrow securities
against the pledge of a cash deposit or to lend them against receipt of a
cash deposit. In each such instance the cash deposit is approximately
equivalent in amount to the market value of the security, the latter amount
being subject to a mark-up or a mark-down depending upon the trend of
the market values of the security. It is not unusual for some brokerage
concerns to borrow from or lend to another brokerage concern or a bank a
quantity of a certain issue of United States government securities against
the pledge or the receipt, respectively, of a quantity, having approximately
the same market value, of another issue of United States government se
curities.
A written request for confirmation should be mailed to each borrower
and lender who, according to the records, on the audit date, owed securities
to or had securities due from the brokerage concern. Such requests should
indicate as to securities borrowed or loaned, the quantity and description
of each issue and the amount of the cash deposit, or, as the case may be,
the quantity and description of any securities which had been delivered as
a pledge or received as collateral.
Securities Failed to Deliver and Securities Failed to Receive

“Securities failed to deliver” is an account which shows the amounts
receivable from sales for which the brokerage concern is unable to make
delivery of the securities at the specified clearance date. “Securities failed
to receive” shows amounts payable to other brokerage concerns tor pur
chases because such concerns did not make delivery of securities at the
specified clearance date. Ordinarily, transactions of this type are settled for
by payment or receipt of cash, at the time the securities are received or
delivered. These matters are discussed more fully in Section I.
The open transactions in these accounts should be traced into the records
and a written request for confirmation should be sent to each corresponding
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brokerage concern. The request should describe the securities, indicate the
quantity, show the fail date, and set forth the amount to be received or
paid when the transaction is cleared.
Free Shipments

In many instances, securities are shipped “free” to out-of-town brokerage
concerns to avoid payment of collection charges. Requests for confirmation,
prepared in sufficient detail to identify the security clearly, should be
mailed to brokerage concerns of record for all free shipments which are
open at the audit date.
Securities Sold but Not Delivered and
Securities Purchased but Not Received

A brokerage concern which acts principally as a dealer in or an under
writer of securities may record the sale of securities in the asset account
“Securities sold but not delivered,” and the purchase of securities in the
liability account “Securities purchased but not received.” Better control
over securities inventory positions is gained by recording such trans
actions as of the trade date instead of, as in some brokerage concerns, at the
clearance date or as in other brokerage concerns, only when cash is dis
bursed or received. Furthermore, where brokers or dealers in securities
maintain substantial positions in their inventory accounts, it may be neces
sary to record transactions for such accounts on a trade date basis in
order to fairly present the financial position of the organization at any given
date.
All receivable and payable accounts comprising these account balances
should be confirmed by direct communication with the buyer or seller, as
the case may be. Such securities should be identified in the confirmation
request by quantity and description, trade date, delivery date, and the
amount to be received or paid, respectively, upon receipt or delivery of
the security.
Delayed-Dellvery and Other Similar Contracts

Delayed-delivery contracts involve either the purchase or the sale of
securities which are similar in all respects to regular-way transactions, ex
cept that by agreement the date of consummation is extended. The broker
age concern may also have entered into other contracts to buy or sell
securities, the terms of which are at variance with the regular-way transac
tion. All such contracts which are outstanding at the audit date should be
confirmed by direct correspondence with debtors or creditors.
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Accounts with Other Brokerage Concerns

A brokerage concern may, principally to facilitate purchases and sales
of securities in markets where it is not represented, have established ac
counts with other brokerage concerns. A statement of such balance should
be requested of the other brokerage concern and reconciled with the records
of the brokerage concern being examined, and any cash or securities thus
shown to be in transit as of the audit date should be traced subsequently
to the records. The amounts receivable or payable and the securities posi
tion long or short in these accounts as of the audit date should be confirmed
by direct correspondence with the other brokerage concerns.

Customers' Securities Accounts

Accounts with customers are classified according to their status in rela
tion either to the specific agreement with the customer or the market value
of the securities position of the customer, as follows:
Cash accounts. The balances of these accounts result from transac
tions expected to be cleared within the time prescribed by Regula
tion T of the Board of Governors of the Federal Reserve System.
Secured accounts. Secured accounts are those for which the value of
securities long is equal to or in excess of the debit balance, or, in
case of securities short, the credit balance of the account is equal to
or in excess of the market value of such securities. Members of a
national securities exchange must meet the margin requirements
prescribed by the exchange; any deficiency in margins should be
determined and reported as required by the particular exchange.
Partly secured accounts. These are accounts in which the market
value of securities long is less than the debit balance, or, in which
the market value of securities long plus or minus the credit or debit
balance, respectively, is less than the market value of securities
short. Such accounts also include those with a credit balance less
than the market value of securities short.
Unsecured accounts. These are accounts with debit balances, for
which no collateral is held, and accounts with short securities but
without credit balances. The debit balances of such accounts gen
erally are those remaining after the disposal of securities positions
in accounts, and those relating to postage, insurance, and other
similar charges.
Accounts with credit balances having open contractual commitments.
The credit balances of these accounts comprise margin against
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open contractual commitments of customers, such as those relating
to when-issued contracts.
Accounts with free credit balances. Such accounts represent funds
which are either awaiting investment or remittance to the customer
according to his instructions. All securities in those accounts should
be held in safekeeping or segregation.
Rules or regulations of jurisdictional bodies and national securities ex
changes require brokerage concerns to periodically classify customer ac
counts according to the preceding groupings. However, all securities ac
counts of a given customer as well as his equity in a non-regulated com
modity account, if any, may be combined to determine the status of his
account.
All jurisdictional agencies require that written requests for “positive”
confirmation be sent to all customers whose accounts show, as of the audit
date, a balance due to or from or a security position with the brokerage
concern. The auditor should usually deliver the request for confirmation
directly to the United States postal authorities for mailing in an envelope
bearing his return address. However, under certain circumstances the au
ditor may hand the request for confirmation directly to the addressee. He
should request the customer to confirm the account by acknowledging in
writing the accuracy of the statement of account which accompanies the
request for confirmation.
All unsatisfactory replies or unanswered requests should be followed up
by or under the direction of the auditor. As to unanswered requests, he
is required by the jurisdictional agencies to make a second request for
confirmation. In some cases, if deemed appropriate, he may make a
further request; the auditor may find it desirable to furnish a listing of
unanswered requests to the brokerage concern at the conclusion of the
audit. As to unsatisfactory replies, he should trace subsequent transactions,
or apply such other procedures as are necessary to satisfy himself concern
ing the accounts.
Closed Accounts

Closed accounts are those in which as of the audit date all securities
transactions have been covered or cleared. Internal control procedures
should include a periodic review of closed accounts by a responsible em
ployee who does not handle securities or maintain any of the related rec
ords. Any indication that an account was closed under unusual circum
stances should be thoroughly investigated by such employee. Some broker
age concerns achieve control of the closing of an account by addressing a
letter of appreciation to a customer when his account is closed and ex
pressing a desire to serve the customer again.
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The examination of closed accounts depends largely upon the effective
ness of internal control. Ordinarily, the accounts closed since the previous
examination should be confirmed, on a test basis, by direct correspondence
with the customer.
Accounts of Officers and Directors (If a Corporation) O r of
General, Limited, or Special Partners (If a Partnership)

The officers and directors of the brokerage concern, or the partners, or
sole proprietor, if the concern is other than a corporation, should be re
quested to confirm in writing as of the audit date the balances of their
accounts, the securities and commodities positions, and any interest which
they might have in any account carried by the brokerage concern as a
customer account.
Trading and Investment Accounts

Among the trading and investment accounts which might be maintained
by a brokerage concern are the following:
Securities investment accounts. These are investment accounts consist
ing of securities earmarked as an investment for the brokerage
concern’s own account. Such securities usually are not considered
to be available for sale to customers because they are being held
for a capital-gain transaction.
Trading accounts (dealer securities). These accounts may recognize
as separate groups such types of securities as United States govern
ment obligations, state and municipal bonds, industrial bonds, bank
and insurance company stocks, and other stocks.
Underwriting accounts. These accounts represent the participations
which have been taken down by the brokerage concern either as
the head or as a member of an underwriting group. Each issue of
such securities is usually carried separately.
Error accounts. These accounts carry balances resulting from trans
actions which after their execution have been determined not to
have been in accordance with customer instructions. Such accounts
are ordinarily cleared after lapse of a short interval of time.
Commodities accounts. These accounts may be either spot (cash)
commodities accounts (representing physical commodities acquired
for resale or to meet forward sales contracts) or future commodi
ties contracts accounts. These latter accounts represent open con
tracts for the purchase and sale of various commodities, such con
tracts being carried for the account and risk of the brokerage con
cern and for settlement at a future date.
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Trading and investment accounts should be scrutinized for indications of
unusual transactions and the balances of such accounts and the entries
recorded therein should be checked on a test basis by reference to the
documentary evidences of the transactions affecting these accounts. It is
good practice to obtain a written confirmation of the status of these ac
counts from a responsible official. The method followed in computing and
transferring profits or losses from these accounts to operating accounts
should be ascertained.
Accounts Carried by the Brokerage Concern in Which
Other Persons Have an Interest

It is not unusual for a brokerage concern to carry accounts (sometimes
called group accounts) which have money balances and securities posi
tions, long or short, in which other persons have a participating interest
in any profits or losses.
The agreements relating to such accounts should be read, and a written
confirmation of the cash balance, the securities position, and the participat
ing interest should be requested from each participant.
Other Accounts with Securities Positions

A brokerage concern may borrow either cash or securities for capital
purposes under subordination agreements. Such accounts should be con
firmed by direct correspondence with the creditors, and the agreements
should be read and a determination made that the terms have been com
plied with.
Any other accounts with securities positions, such as accounts repre
senting securities held for subscription, unclaimed securities, and unlocated
or missing securities, should be examined by procedures appropriate in the
circumstances. A responsible official of the brokerage concern should be
requested to confirm in writing the existence of the securities positions re
lating to unclaimed securities and unlocated or missing securities.
Balancing of Securities Positions

Every brokerage concern that engages in securities transactions is re
quired by jurisdictional agencies to maintain, in addition to other records, a
securities record or ledger, the nature of which is described in Section I.
Such a record must show by securities description or designation the loca
tion of all securities and the accountability therefor. All securities positions
(including securities in safekeeping) must be shown.
There are many variations in the form of the securities record. It is
prepared manually by some brokerage concerns; in other concerns it is
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prepared by use of accounting machines, such as punched-card equipment.
Whatever its form might be, its substance will be similar to the information
shown in the following illustration:

SECURITIES RECORD
Security

X. Y. Z. CORPORATION— CO M M O N STOCK

Long
Shares of Stock
or Face Value
of Bonds

Account
Failed to deliver
Securities borrowed
Carrying brokers or dealers:
ABC Company
Investment account
Trading accounts
Partners’ accounts
Customers:
John Doe
Richard Roe
William Smith
Robert Zicker
T otal

150
200
100
100
500
250
200
150
150
200
2,000
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SECURITIES RECORD
Security

X. Y. Z. CORPORATION— CO M M O N STOCK

Short
Shares of Stock
or Face Value
of Bonds

Account
Active or free box
Safekeeping box
Segregated box
“Name of” box
In for transfer, exchange, or redemption
Held by branch offices
In transit between offices
Failed to receive
Securities loaned
Carrying brokers or dealers:
EFG Company
Loans:
Second National Bank
First Trust Company
Customers:
John Brown
Robert Smith
T otal

200

150
200
50
200

100
100
200
—

100
200

300
100
100
2,000

The securities, the certificates of which are physically inspected by the
auditor, and those which are verified in writing by customers and others as
described in the foregoing subsections, furnish the basis for checking
securities positions as shown in the securities record.
Depending upon the nature of the internal accounting methods, there
are several different procedures that might be followed by the auditor in
proving the balance of securities positions, some of which are described
briefly as follows:
If the brokerage concern uses punched-card accounting machines and
if a punched card furnishes the record to be confirmed, reproduc
tions of such cards usually comprise the basic record underlying
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preparation of the securities record. In such circumstances, the
auditor usually obtains a reproduction of the cards for use in prov
ing the balance of securities positions. Whenever “street side”
positions (those other than in customers’ accounts) are the only
ones not recorded on punched cards, the auditor may find it de
sirable to have cards punched for such positions.
Small and medium-sized brokerage concerns ordinarily prepare the
securities record manually. The auditor in most such cases will
request the brokerage concern to supply him with a copy of the
position of each security. He may in certain circumstances wish
to prepare for comparison with the records an independent bal
ancing of securities positions.
When the records are prepared manually, the auditor may wish to
prepare or have the brokerage concern prepare a card for each
security position. Such cards may then be sorted alphabetically in
customer order by security, thus facilitating the checking of cus
tomers’ positions to the ledger accounts.
In balancing securities positions the auditor should account for positions
of all classes and designations. Any differences between the securities
positions as shown in the records and those which were ascertained by
confirmation, physical inspection, and other similar procedures should be
brought to the attention of a responsible official of the concern who does
not handle securities or work with the records. The auditor should ascertain
what action the management has taken to investigate and correct the differ
ences, and, in the case of material items, should satisfy himself as to the
conclusions reached.
The regulations of jurisdictional agencies generally require the determina
tion of market valuations of security positions by the independent public
accountant. The instructions of the appropriate agency with respect to
methods of pricing securities, and the securities to be valued, should be
followed.
COMMODITIES
General

A broker or dealer in securities, even though not a member of a commod
ity exchange, may handle commission-basis transactions in commodities;
such transactions will be cleared through a member of a commodity ex
change. Large brokerage concerns operating through numerous offices are
usually members of several commodity exchanges, and, as mentioned previ
ously, usually handle commission-basis transactions for customers as well
as for the concern’s own account through clearing associations affiliated
with such exchanges.
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Spot (Cash) Commodities in Physical Possession

Spot (cash) commodities ordinarily are represented by warehouse re
ceipts or bills of lading, although some commodities such as gold, silver,
or platinum may be in physical possession of the brokerage concern. The
documentary evidences of ownership of such commodities may be in pos
session of the brokerage concern or they may have been deposited with
the lender with whom such evidences of ownership are pledged as collateral.
The auditor should inspect all warehouse receipts and bills of lading
which are in the physical possession of the brokerage concern and should
trace into the records any entries relating to such documents which may be
in transit between offices of the concern at the audit date. Direct confirma
tion in writing should be obtained from the warehouses where the amounts
involved are significant and from the lenders as to any such documents
that may have been pledged as collateral to loans.
The counting or weighing of commodities in physical possession should
be observed by the auditor, and he should take whatever steps seem neces
sary in the circumstances to satisfy himself concerning the types and
grades of commodities.
Clearing Association for Settlement of
Future Commodify Contracts

A brokerage concern ordinarily will be a member of the clearing associ
ation which is affiliated with any commodity exchange through which the
concern as a member transacts numerous transactions. Daily settlement
reports based upon reports rendered by member brokerage concerns are
prepared by the association. The net amount payable or receivable is settled
by a check or draft forwarded with the daily report. The daily settlement
report also shows the amount of original margin deposits controlled by the
clearing association as protection against defaults on contracts.
The positions open with the clearing associations, the amounts receivable
or payable on settlements, and the aggregate amounts of original margins
should be confirmed by submitting to each clearing association a copy of
the clearing sheet as of the audit date together with a request for certifica
tion of the details shown therein.
Guaranty Funds with Commodity Clearing Associations

Clearing associations require their members to make a deposit in a
guaranty fund. Written confirmations of all such deposits as of the audit
date should be obtained from all clearing associations holding guarantyfund deposits of the brokerage concern.
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Deposits as Margin on Future Commodity Markets

Margin deposits on futures contracts may consist of cash or United
States government securities, and may have been made with commodity
clearing associations or other organizations. Securities included in these
deposits as well as those which may be on deposit with custodian banks,
trust companies, or other financial institutions as required for the segrega
tion of equities in regulated commodity accounts under the Commodity
Exchange Act are investments of the brokerage concern. All such securities
must be shown in balancing securities positions. Requests for confirmation
should be obtained as to all such deposits of cash and securities held
elsewhere.
Accounts Carried by Other Brokers and Dealers in Commodities

If a brokerage concern trades in commodities for which transactions are
executed on a commodity exchange of which the concern is not a member,
it probably maintains open accounts with other brokerage concerns who are
members of that exchange. Such accounts are ordinarily called carrying
accounts and as of a given date, like other commodities accounts, they
show a debit or credit money balance and commodity positions either long
or short.
Brokerage concerns with which such accounts are maintained should be
requested to forward directly to the auditor a statement of the account as
of the audit date showing the cash balance and the commodity positions
long or short. These statements should be compared with the records. The
auditor may, if he desires, mail a statement of the account to the carrying
broker, requesting confirmation of the balance and position, to facilitate
the reconcilement of the account.
Customers'

Commodity

Accounts

Customers’ commodity accounts fall into two general classes: accounts
with spot (cash) commodities positions and those representing open
futures commitments.
Written requests for confirmation of the balances and positions in these
accounts as of the audit date should be mailed directly to customers in a
manner similar to that followed for customers’ securities accounts.
Applying market values as of the audit date to the commodity positions,
both long and short, will indicate which of the accounts with spot (cash)
commodities positions are fully secured and which ones are partly secured.
The commodities positions in these accounts may be hedged. An account is
hedged if the customer has, as to a particular commodity, entered into a
futures contract(s) which results in a commodity position of the same
quantity but in the opposite direction from his spot position.
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Accounts with open futures commitments may, after adjustment for net
gains or net losses resulting from changes in the market price of commodi
ties, show as to the customers’ position either an equity or a deficit.
Balancing of Commodifies Positions

Procedures for balancing positions in commodities, whether they relate
to spot (cash) or future contract transactions, are similar to those that are
followed in balancing securities positions.
The auditor should either balance all commodities positions independent
ly or satisfy himself as to the accuracy of the statements of balances pre
pared by the brokerage concern. Any discrepancies should be reported to a
responsible official of the brokerage concern and one who does not work
with the records. If material, the auditor should ascertain that procedures
are adopted by the management to locate the discrepancies and should
satisfy himself as to the conclusions reached.
The auditor should satisfy himself that credit lines, if any, extended by
the brokerage concern to commodity traders have been approved by re
sponsible officials of the brokerage concern. The auditor should form an
opinion as to the adequacy of the allowance, if any, for uncollectible
accounts.
For reporting purposes, customers’ commodity accounts may be classified
as follows (net losses or net gains on open future commodity contracts
may be indicated parenthetically or in columnar form):
(a) Accounts with open future commitments liquidating to an
equity:
(1) Regulated commodities
(2) Non-regulated commodities
(b) Accounts with open future commitments liquidating to
a deficit:
(1) Regulated commodities
(2) Non-regulated commodities
(c) Accounts with spot (cash) commodities positions:
(1) Hedged
A. Secured
B. Partly secured
(2) Not hedged
A. Secured
B. Partly secured
(d) Unsecured debit balances
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(e) Accounts with free credit balances:
(1) Regulated
(2) Non-regulated
(The phrase “regulated future commodities” applies to
those future commodities regulated by the Commodity
Exchange Administration of the United States Depart
ment of Agriculture established to administer the provi
sions of the Commodity Exchange Act. A form of
liquidating statement of future commodity accounts is
included on page 71 for the convenience of the inde
pendent certified public accountant although it is not
required by any jurisdictional agency.)
OTHER ASSETS AND LIABILITIES
General

The foregoing subsections describe securities and commodities ac
counts, the transactions relating thereto, and auditing procedures applicable
to the examination of these accounts. Auditing procedures applicable to
balance-sheet accounts other than those for securities and commodities are
described in this subsection essentially in the form of an audit program.
Pertinent explanatory comments are included wherever applicable.
The procedures outlined in the following paragraphs are not intended to
satisfy either maximum or minimum requirements. Additional or extended
procedures may have to be applied if the system of internal control is
ineffective.
Cash

The auditing procedures with respect to cash in banks and on hand at
the audit date should be in accordance with generally accepted auditing
procedures applicable to commercial and industrial enterprises. In any
event, in a brokerage examination, the auditing procedures should include
the obtaining of subsequent bank statements for the purpose of proving
the bank reconcilements as of the audit date. The date selected for obtain
ing the subsequent bank statements should be such as to give ample time
for clearance of transfers of funds and checks outstanding at the audit date.
Deposits with C learing Organizations

Obtain written confirmations from clearing organizations as to deposits
made by the brokerage concern.
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Goo d-faith Deposits

Request holders of good-faith deposits to confirm in writing as of the
audit date all such deposits made by the brokerage concern. Generally,
good-faith deposits accompany bids to purchase new issues of securities.
The brokerage concern may be acting as manager of a group making a
bid for a new issue of securities. In such a case the other participating
members usually deposit with the managing concern proportionate shares
of the required deposit. If such is the case, the participants should be
requested to confirm in writing the amounts of their deposits.
Because of the temporary nature of good-faith deposits, the accounts
relating thereto and the correspondence relating to bids for new issues of
securities should be examined on a test basis for a prior period and any
unusual transactions should be noted and followed through to the satisfac
tion of the auditor.
Accrued Interest Receivable and Payable

Test the computation of accrued interest receivable or payable as of the
audit date on positions of interest-bearing obligations long or short, in
both trading and investment accounts.
In order to reduce the month-end work peak, interest on customers’
accounts is ordinarily computed as of a date within a week or ten days
prior to the audit date. Review the procedures followed in making such
computations and ascertain the reasonableness of the accruals for interest
on customers’ accounts as of the audit date.
Dividends Receivable and Payable

As of a dividend record date, a brokerage concern may have in its posses
sion stock certificates registered in the name of other brokerage concerns.
The holder of such certificates ordinarily files claims with the other broker
age concerns for the amount of the dividend receivable on the dividend
payment date.
Dividends receivable should be credited on the dividend payment
dates to the proper customers’ accounts.
The methods and procedures followed in accounting for dividends
should be reviewed. Dividends receivable and payable may be checked by
reference to published dividend records and to securities record positions.
Dividends receivable of significant amount as of the audit date should be
traced to subsequent collections.
Floor Brokerage Receivable and Payable

Review the methods and procedures followed in maintaining control
over brokerage commissions due from or due to other brokers. Ascertain
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that the significant balances receivable or payable as of the audit date are
settled either through clearing-association transactions or by direct receipt
or payment of cash.
Commissions Receivable and Payable

Commissions receivable usually consist of accruals for commissions on
securities transactions and for commissions on open contract poitions in
commodities which are not collected until the contract is closed.
Commissions payable usually consist of all types of commissions due to
others, except floor-brokerage commissions.
Ascertain the correctness of the accruals for commissions on securities
transactions by reference to purchase and sale blotters or to other records
in which such transactions are entered. Test check the correctness of the
commissions on open-contract positions in commodities by applying the
established rates of commission. Ascertain the reasonableness of commis
sions payable by tracing them to subsequent disbursements.
Advances to Employees

Obtain from employees to whom advances of a material amount have
been made, written confirmation of balances due from them as of the audit
date. Investigate any past-due or long-standing advances.
Taxes Payable and Accrued

Dividend taxes withheld:

Select a number of accounts with customers who have an address
outside the United States, check the correctness of the taxes
withheld on dividends, and examine the most recent report to
the Treasury Department of such withholdings.
Social security taxes and income taxes withheld:
Make reasonable tests of the payroll records to ascertain the ac
curacy of the liability for income taxes withheld and social
security taxes withheld and accrued.
State, county, or city property taxes:
Ascertain that principal state, county, or city property taxes have
been either paid or provided for in the accounts.
State or city income or franchise taxes:
Ascertain that adequate provision has been made for state or city
income taxes and franchise taxes, if any.
Federal income taxes (if a corporation) :
If the brokerage concern is a corporation, investigate the status of
Federal income taxes for prior years and review the computation
of the accrual for the current period.
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Prepaid Rent, Insurance, and Other Deferred Charges

Test check amounts of prepaid rent, insurance, etc.; examine documen
tary evidence such as leases, insurance policies, copies of agreements, and
other similar documents. Ascertain the mathematical accuracy of amounts
deferred as charges to future operations.
Exchange

Memberships

Ascertain the ownership of exchange memberships by reference to cer
tificates or directories or by direct correspondence with the exchanges.
Although an exchange membership is usually registered in the name of a
person, it is ordinarily owned by the brokerage concern; or it may have
been declared as an asset of the brokerage concern by the person in whose
name it is registered.
Either by reference to the partnership agreement or by direct correspon
dence with the registered owner, ascertain that the exchange memberships
which are registered in the names of individuals are the property of the
brokerage concern, if such is the case.
It is customary to indicate in the financial statements, parenthetically or
otherwise, the aggregate market value of exchange memberships owned,
based on last sales prices or other quotations. Where such quotations are
not available in financial publications, they may be obtained from the
exchanges involved.
Furniture, Fixtures, and Other Fixed Assets

An analysis of this account according to classifications, such as furniture,
fixtures, equipment, and leasehold improvements should be obtained.
Ascertain the reasonableness of the fixed asset additions for the period
by examining vouchers and other supporting documentary evidence and by
reviewing the charges to operating accounts.
Ascertain the reasonableness of the depreciation rates in relation to both
the current provisions and the accumulated depreciation balances as of
the audit date. Examine any leases to ascertain the reasonableness of amor
tizations of the cost of leasehold improvements. Make such tests of the
depreciation computations as seem necessary in the circumstances.
Unclaimed Dividends, Coupons, and Securities

Review the procedures followed in recording transactions in accounts for
unclaimed dividends, coupons, and securities.
Review trial balances of detail accounts relating to each control ac
count for unclaimed items; test check the trial balances to the detailed
dividend accounts. Particular attention should be given to any details
account with a debit balance.
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Examine on a test basis correspondence, claims, vouchers, and other
similar evidence relating to charges for payments or entries for delivery
of any property previously carried as unclaimed.
Suspense Accounts

All suspense accounts should be analyzed to determine the nature of
the items included therein and the reason for such classification.
Sundry Other Assets and Liabilities

Other assets and liabilities may include revenue stamps, postage inven
tory, notes receivable and payable, compensation payable, accrued salaries,
other accrued expenses, and other similar items, the extent of which will
vary with the size of the concern and the diversification of its activities.
Auditing procedures applicable to such accounts are similar to those
that would be followed in ascertaining the reasonableness of similar ac
counts in the records of business concerns generally. Such procedures may
consist of reading postage meters and the like, examining documentary
evidence, and confirming account balances by direct correspondene with
outside parties.
Reserves

Obtain from the brokerage concern analyses of all reserve accounts.
On a test basis examine documentary evidence supporting charges and
credits to such accounts; examine for indications of approval by authorized
personnel.
Ascertain the adequacy of the reserves which are deductible from assets.
Investigate the reasonableness of any reserves created for possible lia
bilities not reflected as such.
Any reserve, unrelated to an encumbrance or contingency, which merely
represents an element of capital should preferably be shown as part of the
capital structure.
Capital Accounts

A brokerage concern may be organized as a corporation or it may be
operating as either a partnership or a sole proprietorship. In a corporation
the capital usually is made up of amounts received in exchange for shares
of its own stock and accumulated earnings. In a partnership or sole pro
prietorship the capital may consist of amounts paid in for capital equity by
the partners or the sole proprietor in the form of cash, securities, exchange
memberships, etc., and accumulated earnings, as well as amounts repre
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seated by cash or securities received from others under agreements subordi
nating their rights to all claims of general creditors.
In many cases, the brokerage concern may be a sole proprietorship
which is owned by an individual who contributed only a part of his personal
net worth as enterprise capital, and it may carry a name which does not
indicate that it is a sole proprietorship. All transactions in the records of
the brokerage concern involving the account(s) with the owner should be
reviewed.
The partnership agreement should be read to ascertain any elements of
the agreement that affect financial matters, and, thus, the accounting.
Transactions recorded in the partners’ accounts should be reviewed. Each
partner should be requested to confirm in writing the status of his accounts
as shown by the books as of the audit date.
The capital structure of a brokerage concern organized as a corporation
is similar to that of any other business corporation. If the concern is a
member of a national securities exchange, there may be certain qualifying
restrictions as to stockholders. The corporate charter and by-laws should
be read, as should the minutes of the meetings of stockholders, directors,
and the executive committee to ascertain the extent of compliance with
accounting and financial matters referred to therein. If the brokerage con
cern has a transfer agent or registrar or both, such agents should be re
quested to confirm in writing the shares of outstanding stock as of the audit
date; otherwise, outstanding shares should be ascertained by examination
of the certificate and stock record books.
INCOME, EXPENSES, AND OTHER CHARGES
The extent of the examination of accounts for income, expenses, and
other charges is dependent upon the nature of the opinion to be expressed
and upon the effectiveness of the system of internal control, the degree of
reliance that may be placed upon the classification of the several income
and expense accounts, and the results disclosed by comparing such ac
counts with those of preceding periods, proper regard being given to
changes in the volume and the trend of activities generally in the industry.
CONTRACTUAL COMMITMENTS OF THE BROKERAGE CONCERN
Contractual commitments usually not recorded in money liability ac
counts include underwriting commitments, when-issued contracts, joint or
group accounts carried by others, endorsements of puts and calls, and
commitments in foreign currencies, and purchases and sales of forward
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commitments in spot (cash) commodities. To the extent practicable, such
commitments should be confirmed by direct communication with outside
parties. Good-faith and margin deposit accounts may furnish leads to the
existence of unrecorded commitments.
All commitments as of the audit date should be reviewed and their status,
based on prevailing market prices, should be determined. While practice
varies in accounting for and disclosure of profits on commitments, it is
clear that provision should be made for losses.
CONTINGENT ITEMS
Inquiry should be made as to the existence of contingent items such as
assets not shown by the books, lawsuits or claims pending, accommodation
endorsements, rediscounted notes, guarantees, and subsequent happenings.
A representation should be obtained from an authorized representative of
the brokerage concern as to unrecorded assets, liabilities, and the other
matters which might influence the over-all fairness of the financial state
ments.
Written statements should be obtained from legal advisers of the broker
age concern as to the status of lawsuits or claims pending and any other
matters involving legal determination and as to the probable extent of any
liability arising therefrom.
FIDELITY BONDS
The auditor should inquire into the extent to which employees are
covered and the brokerage concern protected by fidelity bonds.
CONFIRMATIONS — GENERAL
Numerous references to confirmation requests have been made in the
foregoing text of this section. While not specifically stated in each instance,
the usual confirmation audit procedures, as set forth in detail under Cus
tomers’ Securities Accounts on page 30, should be applied in all cases.

Section III— Financial Statements
Financial statements ordinarily published and financial reports required
to be filed with jurisdictional agencies by brokers or dealers in securities
consist of the following:
Page

Report of Independent Certified Public Accountants
(Upon Statement of Financial Condition)

47

Statement of Financial Condition

48

Report of Independent Certified Public Accountants
(Upon Answers to Financial Questionnaire)

51

Answers to Financial Questionnaire—Part I

52

Answers to Financial Questionnaire—Part II
Supplementary Information (which is filed separately
with jurisdictional agencies if confidential treatment
is requested)

60

It will be noted that the items appearing in the Answers to Financial
Questionnaire are cross referenced to their suggested classifications in the
Statement of Financial Condition.
It should also be noted that the following example relates to a partnership
and that it should be modified as necessary for proprietorships or cor
porations.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
(Upon Statement of Financial Condition)
(Name)
(Address )
We have examined the statement of financial condition of (Name) as of
(date). Our examination was made in accordance with generally accepted
auditing standards, and accordingly included a review of the system
of internal control and the procedures for safeguarding securities and*
such tests of the accounting records and such other auditing procedures as
we considered necessary in the circumstances.
In our opinion, the accompanying statement of financial condition pre
sents fairly the financial position of (name) at (date), in conformity with
generally accepted accounting principles applied on a basis consistent with
that of the preceding year.**
(Independent Certified Public Accountant)
(Date)

*The language in italics, or similar language, is required in reports to
jurisdictional agencies but is optional for other reports, such as those
submitted to customers of the brokerage concern. The committee has
recommended to the jurisdictional agencies that it be deleted to conform
with the scope paragraph of the standard short form of report.
* * To avoid confusion, the word “year” may be used even though the
current examination is being made as of a date more or less than twelve
months after the date of the previous examination.
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STATEMENT OF
ASSETS
Crossreference

Current Assets:
A -1

2
3
4
5

6

7
8

9
10
11
13
14

Cash in banks and on hand ........................................
Cash in banks (segregated under Commodity Exchange
Act) ............................................................................
Clearing funds and other deposits...............................
Deposits on account of securities borrow ed.................
Receivable from other brokers or dealers on open trans
actions ........................................................................
Receivable from customers:
Cash accounts.............................................................
Secured accounts.........................................................
Commodity trade accounts........................................
Securities owned by Firm and partners (and borrowed
under subordination agreements)— at market prices:
United States Government securities.......................
State and municipal b o n d s ........................................
Other securities...........................................................
Spot commodities owned by Firm (Sold for forward
deliveries)—at sales prices ......................................
Miscellaneous current assets..........................................
T ota l C u r r e n t A sse t s ....................................

Other Assets
15
12
16
17

Membership in exchanges—at market prices ..........
Investment in wholly owned corporate affiliate..........
Office equipment and leasehold improvements (depre
ciated amount) ...........................................................
Prepaid expenses and other a sse ts...............................

NOTE:
The form and content of the above statement is illustrative only,
and is not to be considered as that which must be followed in all
circumstances.
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LIABILITIES
Crossreference

Current Liabilities:
L-1

Money borrowed on securities......................................

2

Deposits on account of securities lo an ed .......................

3

Payable to other brokers or dealers on open trans
actions ........................................................................
Payable to customers:

4

Free credit balances..................................................

5

Cash accounts.............................................................

6

Secured accounts .......................................................

7

Equities in commodity accounts................................

8

Securities sold but not yet purchased—at market prices

9

Dividends and interest payable......................................

10

Miscellaneous current liabilities....................................
T otal C u r r e n t L i a b i l i t i e s .............................

Capital Funds and Subordinated Notes:
11

Subordinated n o te s ........................................

12

Funds appropriated for contingencies

13

Net w o rth .......................................................
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Financial
Q uestionnaire

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
(Upon Answers to Financial Questionnaire)
(Name)
(Address)
We have examined the Answers to the Financial Questionnaire of
(Name) as of (date). Our examination was made in accordance with
generally accepted auditing standards, and accordingly included a review
of the system of internal control and the procedures for safeguarding
securities and* such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances, including the
audit procedures prescribed by the (jurisdictional agency) *
In our opinion, the accompanying Answers to the Financial Question
naire present fairly the financial position of (Name) at (date), in the
form required by the (jurisdictional agency), in conformity with generally
accepted accounting principles applied on a basis consistent with that of
the preceding year.**
(Independent Certified Public Accountant)

(Date)

*The language in italics, or similar language, is required in reports to
jurisdictional agencies but is optional for other reports, such as those
submitted to customers of the brokerage concern. The committee has
recommended to the jurisdictional agencies that it be deleted to conform
with the scope paragraph of the standard short form of report.
** To avoid confusion, the word “year” may be used even though the
current examination is being made as of a date more or less than twelve
months after the date of the previous examination.
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AS

A-14

AS

AS

A-3

A -3

A-1
A -2
A -3

A-1

Crossreferences
(See note)

________ ________ ________ ________

1. BANK BALANCES AND OTHER DEPOSITS.
Cash on hand
Cash on deposit:
Subject to immediate withdrawal
Segregated under the Commodity Exchange Act
Contributions to clearing organizations incident
to membership
Deposits with clearing organizations in connection
with commitments
Deposits as margin on future commodity con
tracts or segregated under the Commodity Ex
change Act:
Regulated accounts:
Cash
Exempt securities
Non-regulated accounts:
Cash
Exempt securities (includes customer’s securi
ties having a valuation of $
)
Deposits as guaranty on future commodities con
tracts:
Cash
Chicago Board of Trade Clearing Corporation
stock (
shares, allowed value $
)
Good-faith deposits:
Deposited by Respondent
Amounts received from others
Drafts with securities attached deposited for col
lection (since collected)
Settlement balances with commodity clearing or
ganizations:
Regulated accounts
Non-regulated accounts

_

QUESTION NO. AND
TITLE OF ACCOUNT

as of
LEDGER
DEBIT

ANSWERS TO FINANCIAL
BALANCES
CREDIT

. 19
SECURITY
LONG

VALUATIONS
SHORT, ETC.

QUESTIONNAIRE— PART I
COMMODITY
LOSSES

CONTRACTS
GAINS
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L-1

*L-3
*A-5

*L-3
*A-5

A-5
L-3

L-1

NOTE— The references contained

herein pertain

to captions in the

Statement of Financial Condition.

* The amounts of equities and deficits only in the commodity accounts should be included in the Statement of Financial Condition.

2. MONEY BORROWED, AND ACCOUNTS CAR
RIED FOR RESPONDENT BY OTHER BANK
ING OR BROKERAGE HOUSES, SECURED
BY OR CONTAINING
CUSTOMERS’ COL
LATERAL.
(a) Money borrowed:
(1) From banks, trust companies and other
financial institutions:
(a) Secured by exempt securities
(b) Secured by non-exempt securities
(b) Accounts carried by other banking or broker
age houses— (omnibus accounts):
(1) Securities accounts:
A. Accounts with net debit balances
B. Accounts with net credit balances
C. Accounts without ledger balances
(2) Commodities accounts:
A. Regulated commodities accounts:
(i) Accounts liquidating to an equity
(ii) Accounts liquidating to a deficit
B. Non-regulated commodities accounts:
(i ) Accounts liquidating to an equity
(ii) Accounts liquidating to a deficit
3. MONEY BORROWED, AND ACCOUNTS CAR
RIED FOR RESPONDENT BY OTHER BANK
ING AND
BROKERAGE HOUSES, UNSE
CURED, OR
SECURED
ENTIRELY
BY
COLLATERAL OWNED
BY RESPONDENT
AND ITS PARTNERS.
(a) Money borrowed:
(1) From banks, trust companies and other
financial institutions
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L-4

A-6,L-5
A-7, L-6
*
A-17
L-6

L-3

A-4
A -5
L-2

Crossreference

LEDGER
DEBIT

BALANCES
CREDIT

SECURITY
LONG

VALUATIONS
SHORT, ETC.

COMMODITY
LOSSES

in

CONTRACTS
GAINS

* The losses in the accounts may be charged to Net Worth (L-13) in the Statement of Financial Condition in the following manner:
The ledger balances should be charged to Net Worth (L-13)and the market valuation of the securities positions should be included
Securities owned by Firm and partners (A-9 to 11) with a corresponding credit to Net Worth (L-13).

OTHER ACCOUNTS AND OPEN ITEMS WITH
BROKERS AND DEALERS.
(a) Securities borrowed
(b) Securities failed to deliver
(c) Securities loaned:
(1) Customers’ securities
(3) Respondent’s or general partners’ securi
ties
(d) Securities failed to receive:
(1) On account of customers’ transactions
(3) On account of Respondent’s or general
partners’ transactions
5. VALUATION
OF SECURITIES AND SPOT
(CASH) COMMODITIES IN BOX, TRANSFER
AND TRANSIT.
(a) Negotiable securities in box and in transfer
(b) Negotiable securities in transit between of
fices of Respondent
(c) Spot (cash) commodities represented by
warehouse receipts or bills of lading in box
or in transit between offices of Respondent
6. CUSTOMERS’ SECURITY ACCOUNTS.
(a) Cash accounts
(b) Secured accounts
(c) Partly secured accounts
(d) Unsecured accounts
(e) Accounts with credit balances having open
contractual commitments
(f) Accounts with free credit balances

4.

QUESTION NO. AND
TITLE OF ACCOUNT
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A-14, L-10
A-14, L-10

A-14
A-17
L-4

A-7

A-7

**L-7

** The amounts of equities and deficits only in the commodity accounts should be included in the Statement of Financial Condition.

(g) Accounts with free securities not segregated:
Failed to receive from brokers
Short in trading and investment accounts of
Respondent pending completion of open
transactions
Short in customers’ accounts pending com
pletion of open transactions
Pledged in error
Loaned in error
7. CUSTOMERS’ COMMODITY ACCOUNTS.
(a) Accounts with open future commitments
liquidating to an equity:
(1) Regulated commodities
(2) Non-regulated commodities
(b) Accounts with open future commitments
liquidating to a deficit:
(1) Regulated commodities
(2) Non-regulated commodities
(c) Accounts with spot (cash) commodities posi
tions:
(1) Hedged:
A. Secured
(2) Not hedged:
A. Secured
(d) Unsecured debit balances:
(1) Since collected
(2) Other
(e) Accounts with free credit balances:
(1) Regulated
(2) Non-regulated
8. ACCOUNTS OF OFFICERS AND DIRECTORS.
(a) Officers
(b) Directors
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QUESTION NO. AND
TITLE OF ACCOUNT

9. GENERAL
PARTNERS’ INDIVIDUAL
AC
COUNTS
L-13
(a) Individual accounts of general partners who
have signed agreements that cash, securities
and equities recorded in these accounts are
to be included as partnership property:
(1) Ledger balances
(2) Exempt securities
(3) Non-exempt securities
A-14, L-10
(b) All other individual accounts of general part
ners:
(1) Security accounts
10. TRADING AND INVESTMENT ACCOUNTS
OF RESPONDENT.
A-9, A-10, A-11 (a) Security accounts:
(1) Exempt securities:
(a) Deposited as margin on regulated
future commodities contracts or
segregated under the Commodity
Exchange Act
(b) Deposited as margin on non-regu
lated future commodities contracts
(c) Other exempt securities
(2) Non-exempt securities
(b) Commodity accounts:
A-13
(1) Spot (cash) commodities
L-13
(2) Future commodities contracts
11. CAPITAL ACCOUNTS.
(b) Partnership capital:
L-13
(1) Capital accounts of general and special
or limited partners:
(a) Ledger balances
(b) Exempt securities
(c) Non-exempt securities

Crossreference

LEDGER
DEBIT

BALANCES
CREDIT

SECURITY
LONG

VALUATIONS
SHORT, ETC.

COMMODITY
LOSSES

CONTRACTS
GAINS
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A-14
A-14
A -l2
A-14
A-17
L-10
L-9
L-10

A-17

A-14

A-14
A-14

A-17
A-14
A-14
A-17

A-16

A-15

L-12

L-11

L-13

)

Office furniture and equipment (less deprecia
tion)
Revenue stamps
Dividends receivable (current items, $
)
Floor brokerage receivable
Postage inventory
Accrued interest receivable:
Fully margined customers’ accounts
Trading and investment accounts of Respond
ent
Commissions receivable from customers:
Future commodity accounts which are fully
margined
Future commodity accounts undermargined or
in deficit
Fully margined or cash security accounts
Commissions receivable from others
Investments in subsidiaries (at cost)
Miscellaneous accounts receivable
Prepaid expenses and deferred charges
Commissions payable
Unclaimed dividends and interest
Dividend taxes withheld

$

(2) Undistributed profit and loss accounts,
including balances remaining in income
and expense accounts
(3) Borrowings by Respondent uncondition
ally subordinated to all claims of gen
eral creditors pursuant to written agree
ment:
(a) Ledger balances
(b) Exempt securities
(c) Non-exempt securities
(d) Reserves:
(1) Capital reserves
12. OTHER ACCOUNTS, ETC.
Exchange memberships:
Owned by Respondent (market value, $
)
Owned by general partners (market value,
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L-10
L-10

Crossreference

14. CONTINGENT ITEMS.
There are several lawsuits pending against Re
spondent which, if decided adversely, would have
no material effect on the capital of the Re
spondent.

(c) Participation of the Respondent in joint ac
counts carried by others:
Exempt securities:

13. CONTRACTUAL
COMMITMENTS
THAT
ARE NOT RECORDED IN A LEDGER AC
COUNT FOR MONEY.
(a) Commitments for account of Respondent,
etc.—see following page.

TOTAL

Social security and income taxes payable
Miscellaneous accounts payable (including other
accrued expenses)
Commodity “difference” accounts:
Regulated accounts
Non-regulated accounts

QUESTION NO. AND
TITLE OF ACCOUNT

Net
Long
Position

LEDGER
DEBIT

BALANCES
CREDIT

VALUATIONS
SHORT, ETC.

.................Approximate...........
Ledger
Debit
Market
Balance
Valuation

SECURITY
LONG

CONTRACTS
GAINS

Unrealized
Profit
(Loss)

COMMODITY
LOSSES
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TO

(c) Future

QUESTION

contracts:

commitments:

exchange

(b) Underwriting

Non-exempt securities:

(1) Respondent:
(a) When-issued contracts:
Exempt securities:

Description

ANSWER
Long
Proceeds

FOR ACCOUNT

.................Quantity. Total.......
Bought
Sold
Cost

13(a) COMMITMENTS

(Short)

Position

Exchange

disregard
in which
have been

Approximate Market Unrealized
Valuation
Profit
Price Long (Short)
(Loss)

OF RESPONDENT, ETC.

NOTES:
1. The valuations of customers’ securities in segregation or safekeeping have not been included in the foregoing answers.
2. The security valuations shown in the foregoing answers have been determined based on current market quotations, after
ing fractions, except in the valuation of positions in trading and investment accounts of Respondent, and in joint accounts
the Respondent has an interest, in which cases fractions have been used. Losses and gains on open commodity contracts
determined based on current market quotations.
3. The term “exempt securities” has been used herein to designate securities exempted from registration under the Securities
Act of 1934, otherwise than by action of the Securities and Exchange Commission.

ANSWERS TO FINANCIAL QUESTIONNAIRE— PART II
as of

. 19

Supplementary Information
Form

Schedule
Securities positions in individual accounts of general partners who
have signed agreements that cash, securities, and equities recorded
in these accounts are to be included as partnership property:

II- 1

Exempt securities

II- 2

Non-exempt securities
Securities positions in trading and investment accounts of Respon
dent:

II- 3

Exempt securities segregated under the Commodity Exchange
Act and deposited as margin on future commodities contracts

II- 4

Other exempt securities

II- 5

Non-exempt securities

II- 6

Future commodities contracts in trading and investment ac
counts of Respondent
Securities positions in capital accounts:

II- 7

Exempt securities

II- 8

Non-exempt securities

II- 9

Securities positions in joint accounts carried by the Respondent in
which the Respondent has an interest (exempt securities)

II-10

Borrowings reflected in the answers to Part I which are un
conditionally subordinated to all claims of general creditors
pursuant to written agreements

II-11

Liquidating statement of future commodity accounts

60

SCHEDULE
SECURITIES POSITIONS IN INDIVIDUAL ACCOUNTS OF GENERAL
PARTNERS W HO HAVE SIGNED AGREEMENTS THAT CASH,
SECURITIES, AND EQUITIES RECORDED IN THESE ACCOUNTS ARE TO
BE INCLUDED AS PARTNERSHIP PROPERTY (EXEMPT SECURITIES],

. 19
DESCRIPTION OF SECURITY

QUANTITY

LONG POSITIONS:
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II- 1
____ MARKET ..........
PRICE
VALUATION

SCHEDULE
SECURITIES POSITIONS IN INDIVIDUAL ACCOUNTS OF GENERAL
PARTNERS W HO HAVE SIGNED AGREEMENTS THAT CASH,
SECURITIES, AND EQUITIES RECORDED IN THESE ACCOUNTS ARE TO
BE INCLUDED AS PARTNERSHIP PROPERTY (NON-EXEMPT SECURITIES),

DESCRIPTION OF SECURITY
LONG POSITIONS:

62

. 19

II-2

QUANTITY

____MARKET............
PRICE
VALUATION

SCHEDULE
SECURITIES POSITIONS IN TRADING AND INVESTMENT ACCOUNTS
OF RESPONDENT— EXEMPT SECURITIES SEGREGATED UNDER
THE COMMODITY EXCHANGE ACT AND DEPOSITED AS
MARGIN ON FUTURE COMMODITIES CONTRACTS,
. 19
II-3
DESCRIPTION OF SECURITY
LONG POSITIONS:
Segregated under the
Commodity Exchange Act:

Deposited as margin on
future commodities
contracts:

QUANTITY

.......... MARKET............ ACCRUED
PRICE
VALUATION INTEREST

SCHEDULE
SECURITIES POSITIONS IN TRADING AND INVESTMENT
ACCOUNTS OF RESPONDENT (OTHER EXEMPT SECURITIES),
. 19
DESCRIPTION OF SECURITY

QUANTITY

LONG POSITIONS:
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II-4

.......... MARKET............ ACCRUED
PRICE
VALUATION INTEREST

SCHEDULE
SECURITIES POSITIONS IN TRADING AND INVESTMENT
ACCOUNTS OF RESPONDENT (NON-EXEMPT SECURITIES)
. 19
DESCRIPTION OF SECURITY

QUANTITY

LONG POSITIONS:
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II-5

.......... MARKET............ ACCRUED
PRICE
VALUATION INTEREST

66

LONG

OF SECURITY

POSITIONS:

DESCRIPTION

QUANTITY

. 19
________ VALUATION ____
CONTRACT
MARKET

FUTURE COMMODITIES CONTRACTS IN TRADING AND INVESTMENT
ACCOUNTS OF RESPONDENT,

LOSS

________RESULTING
GAIN

II-6

SCHEDULE

SCHEDULE
SECURITIES POSITIONS IN CAPITAL ACCOUNTS
(EXEMPT SECURITIES),
. 19
DESCRIPTION OF SECURITY

QUANTITY

LONG POSITIONS:

67

II

-7

.......... MARKET ..........
PRICE
VALUATION

SCHEDULE
SECURITIES POSITIONS IN CAPITAL ACCOUNTS
(NON-EXEMPT SECURITIES),
. 19
DESCRIPTION OF SECURITY

QUANTITY

LONG POSITIONS:
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II

-8

.......... MARKET ..........
PRICE
VALUATION

SCHEDULE
SECURITIES POSITIONS IN JOINT ACCOUNTS
CARRIED BY THE RESPONDENT IN W HICH THE
RESPONDENT HAS AN INTEREST (EXEMPT SECURITIES),

. 19
DESCRIPTION OF SECURITY

QUANTITY

69

II-9
APPROXIMATE MARKET
PRICE
VALUATION

SCHEDULE
BORROWINGS REFLECTED IN THE ANSWERS TO PART I
W HICH ARE UNCONDITIONALLY SUBORDINATED TO
ALL CLAIMS OF GENERAL CREDITORS PURSUANT
TO WRITTEN AGREEMENTS,

. 19

70

II-10

71

OF

FUTURE

NOTE:
This form is included for the convenience of the independent certified
agency.

ll-11

SCHEDULE

it is not required by any jurisdictional

. ......................................................................... .

public accountant although

T otal

ACCOUNTS,

. . COMMODITY CONTRACTS. LIQUIDATING . . . . .
LOSSES
GAINS
DEFICIT
EQUITY

COMMODITY
. 19

LEDGER BALANCES
DEBIT
CREDIT

STATEMENT

ACCOUNTS WITH OTHER BROKERS OR
DEALERS:
Regulated commodities:
Accounts liquidating to an equity ....
Accounts liquidating to a deficit.........
Non-regulated commodities:
Accounts liquidating to an equity ....
Accounts liquidating to a deficit.........
CUSTOMERS’ ACCOUNTS:
Regulated commodities:
Accounts liquidating to an equity ....
Accounts liquidating to a deficit.
Accounts with free credit balances..
Non-regulated commodities:
Accounts liquidating to an equity ........
Accounts liquidating to a deficit................
Accounts with free credit balances..............
Accounts with unsecured debit balances ...........
TRADING AND INVESTMENT ACCOUNT OF
THE RESPONDENT.......................................................
“DIFFERENCE” ACCOUNTS WITH CLEARING
ORGANIZATIONS:
Regulated accounts...........................................................................
Non-regulated accounts...................................................................... .

TITLE OF ACCOUNT

LIQUIDATING

